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Honorable John A. McCone - =«
Director, Central Intelligence Agency

ear Mr. McCone:

derewlth 18 a copv of our renart to the Congress. o
Jur studys of the relafive financial advantages of purgh.
ing over leasing of electronic data processing equi
in the Faderal Government. o

The report shows that very substant 4l :finane:
ings can be realized by the Pederal Gove nt if
Lis needs for data processing equipment are purchas
1T such equipment 1s more fully utilized.™ We are rec N
:ng Lo the President of tne United States that he eataklin
in bls organization a ssall management office with autly
and responsibility to perform the kind of central, coori
aated management which we believe is necsssary to more
realize the savings that are posstble th: ”%"T-oro'of%y‘eﬁT_
3ive purchasing and more complete utilization of data proc- .
23sing equipament. '

The report also contains s general recommendatiofits’ "
the heads of all using devartments and agencies that they
arrange ror a prompt and somnlete reappraisal of their SuUr-
rent plans to lease data orocessing equipment and take sugh
astion as 13 possible to realige the finanedal savi Bithat
may be available from vurchasing such equipment and fally, & =
utilizing 1{t. S R

;inceraly yours, .

somptroller-General ‘="
“f the United.Btates

AZnclosure

MORIFCDF Pages 4-7]

OD/S Distriiutiokf »,
Lcey - C/ADPS  w/aak'?
lwcy - m&m
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1. This report proves that substantial savings can accrue to the
government at large if EDP equipment is purchased rather than leased,
even though such action may not result in savings to the individual
Agency. Before anything really comes of this, legislation and Executive
action may be needed. The report does recommend that the President
egtablish a small central management office in the White House empowered
to coordinate among the several Agencies and decide in individual cases
whether it is more prudent to buy or lease.

2. As stated in the transmittal letter, Agencies are urged to reappraise
current leases and plans to lease and take action to realize savings that
may be available from purchasing and fully utilizing EDP equipment. We
may be called upon to do this, presumably, but at the moment the question
of savings to the government at large ls academic because individual
Agencies have no way of making that judgment, The reappraisal must
be based upon realistic internal projections in terms of a 5-year base
and three-shift utilization with the relative merits of lease vs. purchase
evaluated internally. Unless replacement is contemplated within five
years, the odds are in favor of substantial savings, even for individual
agencies, if the equipment if fully utilized.

3. It is interesting to note that there is no tolerance for ignorance.
It is considered as a matter of course that Agencies can project their
requirements realistically five years ahead. Wedave trouble planning
one fiscal year ahead, we'd be in one hell of a shape to try for five,
especially since we are having so much trouble getting unified control
over the equipment we already have. It might be useful to direct Joe
Becker to do this, but I doubt if it would be any more fruitful now than
it was a year ago when the Comptroller proposed that he buy the 501 and
Becker demurred. The background on that is attached and should be
interesting for more reasons than one. STAT

" "RHW
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EXECUTIVE OFFICE OF THE PRESIDENT

BUREAU OF THE BUDGET
WASHINGTON 35.D.C.

October 14, 1961 CIBOULAR §

TO THE HEADS OF EXECUTIVE DEPARIMENTS AND ESTABLISHMENTS .

SUBJECT: Policies on selection and noquilitim of nuto-m,c m
proceu:lng (ADP) equi;nant : ‘ e
. 3" LT “"55‘ .3 ) ; ﬁ@mﬁ"* ‘wi‘f‘ii 2

1. Purpose. muc:.muhrmloribum:n(d.
tions of equipment to be acquired for uss in the su :
processing (ADP) progrem of the executive branch, uﬂ{b)
detemimtionautovhatherthemmiwttoumﬁ.ﬁ,‘
be leased, purchased, or leased with an option to purchase. .

2. ;l_ggg_e_ -The ADP equipment d.'flctedw ﬂupouciu !@dm»

et

.y Jabur.-

a. Electronic digital mxtorl, ’“ln'nrutiﬁ of
capaelity, or price; RV

4«‘. Y LY

- e e

' e

b. mperiphara.lorumnmoquwwmmd B
electronic computers, whether or not elbh-m hﬁ
vhether selected and acquired with the oc-putu'm'

separately; B w 2 he

c. Punched-card equipment, vhetbher used in ocajmviﬁ
orinﬂapendmtoranchotronio ecamputer; l.ﬂ

LI "- -

i T B

a. Data trunminion or communicstions equipment’ M “4s
selected and aoquired salely or. primarily taruoﬂﬂq
a configuration of AP eq\upantuhich includes an ,‘%H.
slectronic camputer. e LU

Analog computers are covered only vhen emtcrl of f.h'fl’v’ft *...4,.;‘.,.
being used as equipment peripheral to & digital mhr

Items of ADP equipment that are (&) phys toally nmrpontd s
weapon, or (b) manufactured for the Jovernment under & developma
contrect, are not affected by the pouci.u mm w.-u. 'if

3. Appliesdility. mepoucmmmtdm quighent

- acquired by the Government snd to thet AIR squipment W W
m@nmwmmtgmmldﬁ;hm

data at Government expense \e.§.,

operated. facilities). These policies 4o bot apply to AL .qn;-nt
acquired by universities and simjlar institutions vith ﬂ.linﬁll
‘assistance through grants-in-aid of Government fundl T

(Mo. A-54) - ¥ ' s ‘,
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The policy provisions of this Circular becomes applicable vhen &
determination has been made that the utilization of ADP equipment
s essential. It 1s assumed that such determinstions have been .
preceded by and are based upon the results of well-documented studies
vhich provide an adequate factual basis for concluding (s} that the
functions or processes for which the ADP equipment can be used are
-essential to perform, and (b) that the systems, procedures, and.
‘methods to be employed in performing these functicns or processes”’
have been designed to achieve the highest prectiocable degree of
effectiveness vith optimum efficiency and.operstional stondaty. Ouide-
lines for planning and conducting studies preceding & < oision to . '
utilize ADP equipment, for the dsvelopient of ‘system " specifics

of the Budget Bulletin No. 60-6, "Automatic Dats Processing (ADR)<
Program of the Executive Branch: Stulies preceding the soquisition
of ADP equipment,” dated March 18, 1960, = - .. T MnI e

4. Policles oo equijpent peleghion. The seisotion of ADP equip )
includes the initial selection of equirment, the selectiok’al ™" T
ADP equirment additional to that on hand, tbe selsation of AIR .
equipment to replace ADP equipment on hand, the moXificstion of
equipment on hand, usually for the purposs ot ip;&‘llhi‘w L
capacity, computational capsbility, or speed of ingut or output, . -
or combinations of the foregoing. In all these circumstanoss, the
following policies apply: I R T I UETR

a. The selection of ADP equipment will not be made until
system specificetions are available to serve &s & besis for selsc-
tion. For purposes of this Circular, the term "system specifios~
tions" means (1) the delineation of the objectives vhich the
system 1s intended to sccomplish; (2) the data processing require-
ments underlying that eccomplishment, i.e., & description of the.
data output and its intended uses, the data input, data files,
volumes of data, processing firequencies and timing; u.ﬂ(3) such
ADP equipment capabilities as may need to be identified.. Systam
specifications will be designed to insure free ocmpetition smong 7
equipment manufacturers. ' A

=

it et TN

L R et
b. The officials responsible for making decisions on the L
selection of ADP equipment will assure that the ‘selection process
accords equal opportunity and eppropriste cormideration to'a&l)l Y
penufscturers who offer equipment capabls of meeting the system - =77
specifications. In this oconnectiom, the selection process mmy be
facilitated by vritten invitations to manufacturers to ‘gttdi& s
proposals as & mesns for obtaining information regarding W L
capabilities of ADP equipment to meet the systém specificatisns. -

R
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¢. Twn prime factors will be considered in the selection of
equipment: (1) ({ts capability to fulfill the system specifications,
and (2) its overall costs, in terms of acquisition, preparation for
use, and operation. The term overall costs, as used in this para-
gruph, will be interpreted to include such cost elements as
personnel, purchase price or rentals, maintenance of purchased
equipment, site preparation and installation, programming and
training. When ADP equipment of two or more manufacturers meets
the system specifications, the equipment which represents the least
overall cost to the Govermment will be selected. Factors which do
not relate directly or indirectly to the capability of ADP equipment
to meet system specifications or oversll costs normally will not be
included in the considerations unless a coaclusive Judmt unnot '
be made on the basis of the two prime i"lctord

5. Policies on equipment acquisition. Most ccmnercul]y availu.ble
ADP equipment can be acquired by purchase or by lesse, with or
without an option to purchase. The General Services Administration-
has contracts with principal manufacturers, listed in Pederal Supply
Schedules (F3S), for the rental of ADP equipment. O8A surrently

is negotiating contracts for the purchase {includingz pmﬂstml

for trade-in allowances) and maintenance of ADP equipment. Until
guch time as these contracts appear on the:Federal Supply Schedule,
it will be necessary for departments and agencies to negotiate
purchase and maintenance transactions. All ADP equipment acquisi-
tion transactions are subject to prevailing policies, laws and -
re;ulations governing procurement by Federal Government agencies.
In addition, except for equipment that can be acquired by tha
purchase method only, the following policdies are applicable:

a. The method of acquiring ADP equipment will be determined
after careful consideration of the relative merits of all methods
available (i.e., purchase, lease, or lease-with-option-to-purchase).
The method chosen will be that which offers the greatest advantage
to the Government under the circumatances which pertain to each
situation. In this connection, the following general gu:l.dalines vill
be taken into account:

-

(1) The purchase method s pmferrod vhen a11 of the
following conditions exist: . = A -

(a) The system stﬁd'y' which preceded the selection
of the equipment has established a reascnable expectancy that the

ADP equipment under consideration can ba succenmlly lnd advan-
tageously used,

(No. A-54)
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(b) A comperative cost analysis of the alternative
methods of acquisition, of the types illustrated by Attachments
A and B, indicates that a cost advantage can be obtained by the
purchase method in six years or less after the date of delivery.
This enalysis usually will include the following cost elements
under each method: foxr the lease method--rental costs, including
maintenance; for the purchase method--purchagse costs, including
purchase price, maintenance, and other one-time costs applicable
only to purchase; for the lease-with-optiocn-to-purchase methodee
rental costs, and purchase costs less oredits applicable wpon
purchase. In addition to the cost elements described above, the
residual value of equipment to the Federal Government will be
considered as a factor in a comparative cost analysis. Trade-in
allowances quoted by manufacturers may be used as a repremtation
of the residusl value,

(c) The capabilities of the ADP eguipment will
continue to bé needed and will be sufficient to satisfy the system
requirements, cwrrent and projected, for a period beyond the yoint
in time at which the purchase method bsgins to provide s dost
advantage. The possibility that future technological advances will
render the gselected equipment camparatively gbsolete before the cost
advantage point is reached should not rule out purchase if the
selected equipment is expected to be able to utisry the systen
requirements.

(2) The lease-with-option-to-purchase method is indicated
vhen it is necessary or advantageous to proceed with the sequisition
of the equipment that meets system specifications, but it is desir-
able to defer tempararily a decision on purchase because circum-
stances do not fully satisfy the conditions which would indicate
purchase. This situation might arise vhen it is determined that a
short period of operational experience is desirable to prove the
validity of a system design on which there is no previcus experience,
or vhere decisions which might substantially alter the system
specifications ere imminent. .

(3) The lease method, without option to purchase, is
indicated only when it 1s necesssary or advantageous to proceed
with the acquisition of equipment that meets system specifications
and it has been established conclusively that any one "of the conditions
under which purchase is indicated 1- not attainable. .

b. Negotiations or renesotutions of cqu.t;-ant dclivu? dtggl :
will be conducted in s manner vhich insures that firm and final
commitments by the Government to accept delivery of ADP equipment
on & specific date will not be made until it has been determined
through a readiness review that the using egency will be prepared -
to use the equipment productively as soon ag it bacomes operational

(No. A-5h)
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6. - Review of current or pending lease transactions.

a. Lease or lease-with-purchase-option transactions in effect
at the time this Circular is issued, and which are exjected to remain
in effect until fiscal year 1964, will be reviewed in the light of
the provisions of paragraph 5. If it is found to be to the advantage
of the GCovernment to purchase leased ADP equipment in this category,
steps will be taken to meke such purchases during the earliest fiscal

_year in which funds for this puwpose are available to the agency.
Reviews of current lease transactians should be undertaken as Joom
as practicable and coupleted by June 30, 1962. - .

b. The method of acquisition of ADP equipment selected but
not yet accepted for delivery at the time this Circular is. issued
vill be reviewed for adherence to the policies bereir stated, and,.
when indicated, the basis of acquisition will be changed to conform
if permitted by the terms of the contract or agreemert.

7. Documentation. System studies (sometimes referrsd to as appli-
cations studies, feasibility studies, and by other terms), system 4
specifications, and readiness reviews vill be fully ¢ entéd, -
Decisions on the selection of ADP equipment, on the nethod of
acquisition, and on the reviev of the currenf status of the method

of acquisition also will be documented to reflect sdsgustely the
considerations taken into account and the basis for the decisions.

8. Administration of p_o__l.ticie-. The bead of each eiscutive department
and es shment will e h the necessary frassvork of prossdures

x

; 3O »
including appropriate reviews and controls, that will assure tanpliance
with the policies herein stated. .

Dy direction of the President:

DAVID E. BELI
Director
Attachments 2 -
R (No. A=54).
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ATTACIRENT A

CIRCULAR NO. A-54
LEASE VS. PURCHASE
REPRESENTATIVE ADP COMPUTER SYSTEM
BASED ON TWO-SHIFT USE
COSTS BY FISCAL YEAR
ITEM OF COST 1962% 1963 1964 1965 1966 1967

1. Purchase basis: $ $ $ $ $ $

a. Purchase costs. 600,000 0 o} 0 0 0

b. Maintenance, cumulative. 45,000 90,000 135,000 190,000 25,000 300,000

c. Cumulative, purchase basis. 645,000 | - 690,000 | T35,000 | 790,000 | 845,000 | 900,00C
2. Lease basis, cumilative (including .

maintenance). ¢ 200,000 | k00,000 | 600,000 | 800,000 |1,000,000 |1,200,000
3. Purchase basis exceeds lease basis. Lhs5,000 290,000 135,000 - -- -~
L4, Lease dasis exceeds purchase basis,. - -- - 10,000 145,000 300, 000
% Year acquired, utilized full year.

(No. A-54) -
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LEASE VS. LEASE-WITH-
OPTION-TO-PURCHASE

REPRESENTATIVE ADP COMPUTER SYSTEM

BASED N ONE-SHIFT USE

ATTACIHMELY B
CIRCULAR NO. A-»4

COSTS BY FISCAL YEAR

TTEM OF cosT 1962% | 1963 1964 1965 1966 1967
1. lease basis, with-option-to- $
purchase: i()ption exercised at
end of first year).
a. Lease. ' 150,000 -- -- -- -- --
b. lLess, credit upon purchase. -T5,000 - - -- - --
c. Purchase costs. ,000 0 0 0 0 o]
d. Maintenance, cumulative. 26,000 52,000 78,000 108,000 138,000 168,000 o
e. Cunulative, lease/option basis. 701,000 | 727,000 | 753,000 | 783,000 | B13,000 | B43,000
2. Lease basis, cumilative (including *
maintenance). 150,000 | 300,000 | 450,000 | 600,000 | 750,000 | 900,000
. Lease/option exceeds lease basis. 551,000 | 427,000 303,000 183,000 63,000 --
4, Lease basis exceeds lease/option -- - - - - 57,000
basis.
# Year acquired, utilized full year.
(No. A-54)
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